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Gold backing adds to a currency's marketability 




Much has been written lately, including by me . about the coming rejection of the dollar as the primary 
reserve currency of the world's most important central banks. 

My prediction is based upon two things: one, that the Federal Reserve is controlled by inflationist 
politicians whose main goal is to monetize the federal government's vast annual budget deficits; and, 
two, that the rest of the world is getting fed up with holding ever more fiat dollars of decreasing 
purchasing power. In the first instance, as long as the Fed can get away with printing dollars that 
ultimately are used to purchase federal government debt, there is no reason for it to cease federal debt 
monetization, or for the federal government itself to balance its budget. 

In the second instance, it is in the self interest of the rest of the world to find an alternative to being 
robbed by loss of the dollar's purchasing power. In short, if the Fed does not stop debasing the dollar, 
its status as a reserve currency will continue to erode. 

If the Fed wants the dollar to remain the world's reserve currency of choice, it must raise interest rates 
rather than create more money and the government must slash its spending to avoid imposing higher 
taxes. If it chooses neither of these, or in such small increments as to make little difference, then I fear 
the dollar is doomed as the world's primary reserve currency. 



What Is a Reserve Currency? 

Central banks hold reserves in order to facilitate international trade. Individuals and companies within a 
monopolized currency area (either an individual nation or some region, such as the euro zone) must 
exchange their local currency for some other nation's currency in order to import goods and services. 
Likewise, individuals and companies within a monopolized currency area must convert foreign 
currency to local currency in order to pay their local suppliers for producing goods and services that are 
sold abroad and for which they were paid in foreign currency. 




They do this through the central bank. Alternatively, individuals and companies may decide to conduct 
these exchanges in a third currency, one that is accepted in most of the world. Since the end of World 
War II, the US dollar has performed this role, meaning that the world is willing to hold dollars (or 
dollar denominated assets, such as US Treasury bonds), that circulate outside the borders of the US. 
Over time, this led to the eurodollar and the petrodollar markets. 



But simply saying that the world has preferred to hold US dollars does not explain why it preferred to 
do so. We have lost sight of the fact that there were real reasons for the eurodollar and petrodollar 
markets, which transcended some mystical faith in the dollar and the US. The world simply had 
recognized that the dollar was the most marketable currency to hold, I believe mainly for both 
geopolitical (i.e., US military dominance) and economic (i.e., the size and success of the US economy) 
reasons. But now those reasons are evaporating, creating an opening for some other, better currency. 

Is There Any Better Reserve Currency? 

The market wants a currency which retains its purchasing power and can be exchanged readily for the 
most varied real goods, services, and assets. As long as nations issue fiat currencies, only a nation with 
a large internal market will find that its currency is accepted as one of many reserve currencies. If no 
one else will accept that currency, it always will be accepted in the monopolized currency zone of the 
central bank that issued it. For example, it is possible that the eurodollar and petrodollar markets could 
end, forcing holders of US dollars to exchange them for goods and services in the one part of the world 
that must accept dollars. 

The American market is huge, offering lots of choice; whereas, a smaller market, such as Singapore or 
Russia, would have fewer assets, goods, and services for exchange against the Singapore dollar or the 
Russian ruble. Much has been written of late that Russia, whose economy is one tenth the size of the 
US, wants to end what it calls the dollar's "special privilege." But there is a natural limit on the demand 
by central banks to hold Russian rubles, because Russia exports mainly commodities and few goods or 
services. Furthermore, property rights in Russian companies and other assets are not seen by the market 
to be as secure as those in Western countries. China's yuan might fare better than the ruble, because 



China exports many more goods to the West than Russia; thus, holders of joian would have somewhat 
more confidence that they could find readily marketable goods in exchange for yuan. 

Gold Backing Adds to a Currency's Marketability 

But there is one step that small market countries or those with questionable dedication to defending 
property rights could take that would enable them to make their currencies attractive to hold 
nonetheless. They could tie their currencies to gold. Gold backing provides two important assurances to 
potential holders. One, gold cannot be inflated at the stroke of a key on a central bank's computer; 
therefore, the currency could not be (as easily) debased and would retain its purchasing power. And, 
two, gold is acceptable intrinsically anywhere in the world. The holder of a gold backed currency can 
look beyond ultimately exchanging his currency in the issuer's monopolized currency zone; he can 
exchange the currency for gold and spend it on real assets, goods, and services anywhere in the world. 

Gold Backing Only Works If ... 

But the risk to a holder of gold backed currency has not yet been completely removed. Two further 
hurdles need to be crossed. One, the holder needs to know that the issuer of the gold backed currency is 
not secretly issuing currency that is not backed by the commodity, what Mises calls "fiduciary media." 
At the Bretton Woods Conference in 1944 the US promised to maintain a dollar to gold ounce ratio of 
thirty-five to one. The International Monetary Fund was established at the same Bretton Woods 
Conference and charged with ensuring that the US honored the agreement, but it failed to do so. 

The US issued so much unbacked (fiduciary) media that the Fed suffered a run on its gold reserves as 
the US's trading partners scrambled to redeem US dollars for gold at the promised price. Therefore, an 
issuer of a gold backed currency needs to open its books to periodic and random independent audits. 

But even independent audits are not completely sufficient. Complete confidence in a currency requires 
that the holder be able to take possession of the actual specie without incurring undue cost. For 
example, the gold might be held in a remote or possibly dangerous location, such as Moscow or 
Tehran. Worse yet, the currency issuer might refuse to redeem its currency for specie upon demand 
even though it had honored its promise not to issue fiduciary media. 

For example, holders of rubles might not be allowed to take possession of the physical gold in Moscow, 
even though independent auditors had established that the ruble had not been debased by the Russian 
central bank. This risk could be mitigated by the currency issuer establishing gold redemption centers 
in many, convenient places around the world. These redemption centers would promise to surrender 
specie upon demand for any issuer willing to contract with it to do so and by the currency issuer 
moving sufficient specie there to reassure the market. 

Sound Money Conveys No Special Privilege on the Issuer 

Sound money (i.e., money that is backed one hundred percent by specie and for which provisions have 
been made for safe and dependable redemption) actually conveys no special privilege upon the issuer 
but, rather, an obligation. The "special privilege" that critics of the dollar have expressed refers to the 
Fed 's ability to debase its currency. Were it not allowed to do so, the Fed would become simply another 
market participant producing a good or service desired by the market. In a sound money environment, 
if the market discovered that the Fed had debased the dollar, demand to hold dollars would quickly 
erode. 

The market's demand to hold dollars would fall and its demand to hold other, sounder currencies would 
rise. Once found to be issuing fraudulent fiduciary media (i.e., media not backed 100 percent by 



specie), international demand to hold dollars might never return, because the Fed's reputation for 
honesty had been destroyed. 

I fear that the dollar's reputation has been destroyed. It is no secret that base money in the US has risen 
tremendously, from $569 billion in March 2000 to $4,083 billion in September 2014. In that time the 
Fed's inventory of gold has remained the same at 261.5 million ounces. This abuse of the market has 
opened the door for others. If any country could convince the market that its currency was sound, by 
following the principles outlined above, international demand to hold that currency would rise, 
supplanting the dollar as the world's primary reserve currency. Furthermore, it would be doing all 
international market participants a favor. Remember, providing a sound currency conveys an obligation 
to the issuer to honor its promises; it does not convey a privilege to cheat the market by printing 
unbacked currency. 

The benefits that accrue to issuers of sound money are all ancillary. For example, the British pound 
represented more than the fact that it was backed by specie redeemable upon demand. The convertible 
British pound was representative of a nation that honored the rule of law, fair dealing, honesty, and 
prudence. British law was exported to the world, as was its form of government, because the world 
recognized that these institutions were part and parcel of its financial and economic success. British 
bankers, lawyers, and businessmen gained in stature and real wealth because they upheld these values. 
The redeemable British pound was a daily verification of trust in everything British. In other words, 
Britain led by example, and the example was the British pound. 

One More Thing 

So far we have assumed that only central banks can issue money that would be accepted by 
international traders as a reserve currency. But there still is one risk to holders even of a fixUy 
redeemable, gold backed currency — the risk of sovereign suspension of gold redemption by all (or 
most) of the major central banks. This is exactly what happened at the start of World War I. Regardless 
of the reason for suspension of gold redemption, a central bank would be protected from court action 
by its national government. National governments hold the monopoly of coercive force within their 
sovereign area, so holders of the currency could be denied redemption there, although they might have 
access to partial redemption of gold held at remote locations. However, a private issuer of a redeemable 
gold backed currency would have no such protection and national governments would have little 
incentive to provide it. Courts in many countries could attach the assets of the currency issuer and even 
bring criminal charges of fraud against the principals, a risk that central bank bureaucrats need not face. 
Therefore, the ultimate reserve currency is one that is issued by private institutions, such as 
international banks. 

Conclusion 

The world needs honest money founded in law to which men everywhere can seek justice in the 
protection of their trade, property, and wealth. Honest, sound money is representative of an entire 
society's dedication to the rule of law, fair dealing, prudence, and reliability. There is no secret to sound 
money, only dedication to providing its ready and convenient redemption. The perfect reserve currency 
is provided by private institutions who guarantee gold redemption through contracts with independent 
agents in many easily accessible and safe areas of the world. Failure of the issuer to redeem for specie 
would be prosecutable for breach of normal commercial and criminal law. The sooner the world adopts 
these principles the sooner will it recover from the headlong path to currency destruction to which it is 
headed today. 
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A paradigm shift is coming. Judgment Day. . . 
is inevitable. According to the U.S. 
government the American economy grew at an | 
astounding 3.8% last quarter, signaling to 
many that the recession responsible for wiping I 
out trillions in wealth and millions of jobs over| 
the last six years is finally over. 

But is it? 

Or have the Gross Domestic Product statistics 
joined the same Bizarro world within which 
the fabricated unemployment numbers and 
historic stock market highs are being used to 
convince Americans that the recovery is 
complete and boom times are sure to return? 

According to the X22 Report , something just doesn't seem right. 

We're not seeing many corporations hire here. They are laying off at this point. This is why 
we are seeing the retail sales completely falling. We have an unemployment rate of 5.8%, 
but prior years the unemployment rate was higher but we had better sales. 
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Somebody is manipulating the numbers. . . and we know who that 'somebody' is. . . it's the 
U.S. government and central bankers. 

In the real world, where people regularly eat food, we see inflation. . . and if we really 
calculate it out we see inflation is around 10%. . .when we subtract a realistic estimate of 
inflation, once we get even close to 10%, suddenly a negative 11%) on Black Friday 
becomes negative 20%). 

Black Friday shopping in the U.S. this year plummeted by 20% or more. 

In the realm of economics a year-over-year change of this magnitude is not a plunge. It is a 
collapse. 



Full Time Jobs Disappear As The Economic Collapse Approaches - Episode 534 VIDEO BELOW 
https://www.youtube.com/watch?v=vW5KDpqbxGo 



Contrarian Shadow Stats economist John Williams, speaking with Greg Hunter's USA Watchdog , 
echoes these warnings saying that the information being put out by the government is nothing short of 
complete non-sense. If these officials numbers are true, says Williams, then what we have is the 
strongest American economy in 11 years. 

It doesn't take a PhD in economics to understand this is a complete sham designed to keep stock 
markets, banks and the U.S. dollar propped up for as long as possible before the whole system comes 
unhinged. 

No one I know thinks we are growing at 3.9% other than they are trying to sell a bill of 
goods to the markets, specifically the currency markets. . . This is the strongest economy we 
have seen in 1 1 years, and I can tell you Main Street USA is not seeing that. ... If you 
understate inflation, which the government does, you overstate inflation adjusted growth, 
and that is probably the biggest problem in the GDP report. 

[■■■] 

Right now, we have a big distortion in the market, and that is the strength of the U.S. 
dollar. I contend the dollar should be getting much weaker, and indeed it's going to turn 
very sharply very soon, and that will be an approximate trigger for a major upturn in 
inflation. The reason the dollar is strong right now . . . the U.S. economy is booming, if you 
believe the statistics. Main Street USA doesn't believe the statistics. The rest of the world 
is in recession, and guess what? We're in recession too. We're just not reporting the 
numbers as accurately as the rest of the world. 

[■■■] 

People outside the United States know America is in trouble, and they know the dollar is in 
trouble. It's not going to take much to trigger a reversal of the current circumstances. It 
could be an unusually weak economic statistic, and believe me, those are coming. 



John Williams-America and Dollar in Trouble VIDEO BELOW 
https://www.youtube.com/watch?v=j5JIDiO-f3Y 

Most could not have imagined in early 2008, even after horrible earnings reports from major 
corporations, that a meltdown in the flnancial world was imminent. 

And most don't believe it now. 

It won't take much for reality to set in and when it does those who did not prepare for it will see life as 
they have come to know it in America change drastically. 

A paradigm shift is coming. 

Judgment Day. . . is inevitable. 
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